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ECONOMIC INDICATORS 
(Millions of U.S. dollars unless otherwise indicated) 


% Change* 
82/781 


GDP at Market Prices (nominal) 

Private Consumption 

Public Consumption 

Gross Fixed Capital 

Formation 

Change in Stocks 

Less Imports 

Plus Exports 
Population at Mid Year(millions) 
Per Capita GDP ce") 
Per Capita GDP (1976 prices) 
CPI (1976=100) 
Total Money and Quasi Money 
Net Domestic Credit 

Private 

Public 


oan 


1981 


6715.4 
4167.5 
1281.0 


1898.1 
296.4 
-2059.8 
1706.9 
16.5 
349.5 
aa0-9 
Lo 
2040.5 
2153.0 
1447.3 
705.8 


1982 


6264.2 
3995.3 
1217.5 


1399.4 
141.3 
-1713.0 
1042.1 
17.2 
315.9 
215.0 
214 
1956.4 
2297.9 
131761 
980.8 


16.1 
29.2 
13.7 
64.6 


Rediscount Rate - Treasury Bills 
Savings Deposits 
Loans and advances (Max) 


10.1% 
8.0% 
14.0% 


13.5% 
12.5% 
16.0% 


33.2 
56.2 
14.2 


Balance of Payments 
Exports 


of which to U.S. 
Imports 

of which from U.S. 
Trade Balance 
Net Services and Transfers 
Current Account Balance 
Capital Account Balance 
Overall Balance 
Gross Foreign Exchange Reserves 
(Months of Imports) 
(Debt Service Ratio as a % of 
exports) 


Exchange rates: 1981 US$1 = 9.0; 


12.9 


*Percentage changes were calculated in original shilling values, 
Due to 1981 and 1982 devaluations, 


prior to conversion to dollars. 


1981 
1078.0 
51.8 
2178.9 
450.3 
-1100.9 
376.0 
-724.9 
500.0 
-220.3 
277.3 


20.6 


1982 US $1 


1982 
953.2 
thes 
1791.4 
97.7 
-838.2 
325.1 
-513.0 
313.6 
-192.3 
265.8 
1.8 


22.7 


= 10.9; 


1983** 
1179.1 
69.8 
1860.5 
98.4 
-681.3 
287.7 
-~393.6 
265.1 
-128.5 
231.6 
1.5 


23.4 


1983 US $1 


positive rates of growth in shillings may mean lower dollar 


conversions. 
** Embassy forecast 





SUMMARY 


Since Independence in 1963, Kenya has been considered one of 
Africa's most attractive settings for investment and commerce. An 
abortive coup d'etat in early August 1982 damaged the country's 
reputation as a suitable political environment in which free market 
forces were allowed to operate. A number of policy initiatives were 
undertaken in late 1982 and early 1983 to restore Kenya's favorable 
image. The IMF, the World Bank and bilateral donors have injected 
new grants and credits into the economy to encourage reforms. These 
structural changes are aimed at adjusting trade and fiscal policies 
to restore equilibrium in the budget and balance of payments. 


General elections held in September 1983 led to the formation of a 
new parliament and government. President Moi took this opportunity 
to consolidate a number of affiliated ministries, at the same time 
reducing the number of cabinet portfolios from 27 to 20. In the 
economic sphere, the Ministries of Finance and Planning were 
combined, along with Commerce and Industry; Agriculture and 
Livestock Development; and Energy and Regional Development. One of 
the President's unexpected moves in forming his third government was 


the appointment of George Saitoti, a former university professor and 
commercial banker, as Minister of Finance and Planning. 


Good food harvests and improved prices in 1982 for Kenya's major 
agricultural exports--coffee and tea--helped Kenya retard an 
economic decline that began in 1979. Improved horticultural exports 
underscore the potential of agribusiness for the economy. At the 
same time, manufacturing remained in a severe slump through 
mid-1983, due mainly to import shortages caused by inadequate 
foreign exchange holdings. Foreign exchange reserves, however, 
registered some improvement in the first half of 1983 raising hopes 
that the worst may be past. Government expenditures will remain 
sharply reduced as the GOK attempts to cope with declining 
revenues--an effect of lackluster growth in business and 
manufacturing. The United States and major bilateral donors, the 
World Bank and the IMF, are encouraging the government to initiate 
liberalizing policies that will provide a stimulus to the private 
sector, a necessary ingredient for renewed confidence and growth. 


The GOK will present a new Five Year Plan (1984-88) in December, 
1983 which will place greater emphasis on decentralization and the 
attainment of self-sufficient growth. If these structural changes 
can be implemented, Kenya's fragile economy should register 
significant improvement in the near term. American traders and 
investors can develop successful relationships in Kenya--the gateway 
to the East African market--but they will require patience and 
perseverance as the economy struggles to get back on track. 





“ 


CURRENT ECONOMIC TRENDS 


The visible trend in international trade and domestic constraints 
mandates continued structural adjustment measures for the Kenyan 
economy. Among the critical areas are the removal of export 
disincentives, an improved import regime, divestiture of government 
commercial holdings, liberalized grain marketing procedures and a 
public sector investment strategy. Many dynamic new programs are 
under review by the government and will be incorporated in the next 
five year development plan. With diligent application of this 
announced policy, Kenya may again represent the African success 
story it was in the past. 


International Constraints: High growth rates in the first years of 
independence were a reflection of Kenya's ability to play out a 
variety of easy options--increasing the African civil service, 
subdividing formerly white-owned farms, expanding production of high 
value export crops, and resorting to an import substitution strategy 
which increased production under a high level of protection with 
little concern for international competitiveness. 


Kenya's international terms of trade declined by one-third between 
1972 and 1982 following the escalation of imported oil costs. A 
coffee and tea boom in 1977/78 only temporarily covered-up the trend 
of declining trade balances. Growth slowed considerably in the late 
1970s because of oversupply of, and lack of demand for, exported 
commodities (coffee, tea, sisal, pyrethrum), critical shortages of 
imported inputs caused by a lack of foreign exchange, and a slowdown 
in development projects due to budgetary constraints. A sharp 
increase in food imports in 1980/81 due to low farm-gate prices and 
drought contributed to the trade imbalance. As a result, Kenya 
incurred a current account deficit in the balance of payments of 
over $600 million for several successive years. 


Two devaluations in 1981 equivalent to 23.7 percent and another in 
late 1982 of 15 percent failed to reverse a trend of current account 
deficits. Foreign exchange reserves reached historic lows during 
late 1982, declining to less than a month's worth of imports. 


Import liberalization programs, required under IMF Standby 
Agreements, have been hampered by chronic foreign exchange 
shortages. As a result, manufacturing firms have been able to 
procure only a portion of their necessary imported inputs, leading 
to stalled production and layoffs. A new bolder policy to 
streamline import procedures was completed with an improved dialogue 
with manufacturers in mid-1983. This new import regime, based on 
production requirements and available foreign exchange holdings, 
should provide a stimulus to the manufacturing sector. An export 
promotion campaign undertaken at the same time will also help 
counter chronic trade imbalances. As part of this effort, President 
Moi announced that 1984 would be the "Year of Exports". 
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Trade with Kenya's traditional East African Community partners 
declined sharply following the Community break-up in 1977. Those 
trading relations are not likely to be restored before settlement of 
the on-going East African Community assets negotiations, although 
recent public statements offer some encouragement that an agreement 
among Tanzania, Uganda and Kenya may be achieved soon. A step 
toward better regional economic cooperation was the establishment of 
the Preferential Trade Area of East and Central African nations in 
late 1981. However, Tanzania has not joined that trade 
confederation; until it does, Kenya will remain cut off not only 
from its neighbor to the south but from other African markets 
beyond. Much of Kenya's transportation infrastructure and financial 
establishment was geared to links with neighboring countries. 
Continued closure of the Kenya/Tanzania border represents a 
constraint on Kenya's manufacturing and tourism sectors. On the 
other hand, with restoration of political security in Uganda, that 
country once again has become an important trading partner, now 
purchasing over 10 percent of Kenya's total exports. 


Agricultural a porte Earnings from coffee, tea, sisal, pyrethrum, 
Pineapples and horticultural products represent leading commodities 
in Kenya's export profile. Excluding petroleum re-exports, coffee 
and tea alone are responsible for more than 40 percent of Kenya's 
export earnings. Coffee remained Kenya's principal export industry 
in 1982, with a 32 percent increase in value. Re-exports of fuels 
and lubricants, while declining 10.1 percent in volume, were second 
in absolute value after coffee. Tea was the third biggest export 
earner, with a 28 percent increase in absolute value in 1982. 


Coffee is subject to the International Coffee Agreement which limits 
the export of Kenya's high quality Arabica beans under the terms of 
the ICO's quota arrangements. In 1982 the Coffee Board of Kenya had 
exceptional success in developing non-quota markets in the Middle 
East and Eastern Europe, increasing sales there threefold. That 
pattern did not continue in the first half of 1983. First steps 
have been taken to plant Robusta seedlings that will yield a bean 
appropriate to the production of instant coffee, which is not the 
case with the Arabica bean. Kenya's 1983 coffee quota, 2.48 percent 
of the international quota market, or 1.5 million bags, has been 
slightly reduced from that of 1982. 


With no international tea producers consortium, Kenya is able to 
sell as much tea as it can produce, and tea hectarage is still being 
expanded. Kenya has replaced India as the largest supplier of 
British tea imports. International prices and demand dropped for 
pyrethrum (a plant used to produce insecticides) in 1981 but have 
since revived, increasing 11.6 percent in price, and contributing to 
a 44 percent increase in quantity. This has, however, led to an 
accumulation of unsold stocks. Sisal, at the same annual level of 
exports as pyrethrum--$19 million in 198l--has also enjoyed a 10.9 


percent increase in price. However, these two industries face an 
uncertain future because of fluctuating demand. 
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Financial Considerations: Total external medium and long term debt 
In 1982 was approximately $2.9 billion. Kenya's debt service ratio 
as a percentage of exports of goods and services was 11.5 percent in 
1980, 17.3 percent in 1981 and 24.4 percent in 1983. To finance 
imports and growing debt repayments, Kenya was forced to go to the 
international banking community for Eurodollar loans at commercial 
rates, including $200 million in 1980 and $115 million in 1981/82. 
The government has agreed to World Bank and IMF recommendations that 
it limit its Eurocurrency borrowings, and it stayed within the 
agreed limits in 1983. 


Government expenditures as a percentage of GDP fell from 43 percent 
in 1981 to 40 percent in 1982 and are expected to fall further given 
the official declaration of austerity. The private sector was hit 
hardest by the pinch in liquidity. Domestic credit to this sector 
grew at only 10 percent in 1982 in contrast to a substantial growth 
of 65 percent in central government credit, following an even larger 
increase in 1981. 


During the 1970s, government expenditure grew at 19.2 percent per 
annum, a rate which was 0.8 percent higher than the growth in 
current revenue. Despite efforts in FY 81/82 to curb expenditures, 
current revenues remained sluggish, thus intensifying budgetary 
deficits. As a result, the government continued to increase its 
reliance on external financing. Indirect taxes, which now provide 
close to 60 percent of total tax revenues, have been adversely 
affected by general stagnation in business and manufacturing and by 
severe import restrictions. Direct taxation, which provides about 
40 percent of total tax revenues, could yield more with better 
collection efforts. 


Throughout 1982 and 1983, the government was faced with a budget 
crisis. In the last half of 1982/83, the Treasury, with little 
other choice, took a number of measures to curtail expenditures. 
Many government services were withdrawn; absolute monthly limits on 
spending by each Ministry specified; and ministerial spending 
authority restricted to the Treasury. In March 1983, the Treasury 
directed that only projects to which donors contribute more than 70 
percent of total costs, those which were more than 50 percent 
complete, or those that donors financed by prepayment or direct 
payment, were to continue. Resources already tied up in plant and 
equipment were not to be fully utilized if alternative ways of 
reactivating the projects and programs could not be found. 


External donors have been essential in Kenya's strategy to resolve 
its trade and budgetary imbalances. Under three Standby 
Arrangements since October 1980, the IMF extended credits totaling 
$440 million to assist in financing Kenya's deficits. The World 
Bank with its structural adjustment program has provided more than 
$250 million. The U.S. assisted Kenya with imported fertilizer and 
food grains, along with technical assistance (population, 
agriculture, management training) and military aid. In June 1983, 





7 


the U.S. responded to Kenya's budget crisis by extending $30 million 
to Kenya in Economic Support Funds for balance of payments support, 
the largest cash payment made by the U.S. to any single country in 
Africa. Annual U.S. bilateral assistance now approaches $100 
million, including a $36 million multi-year Rural Private 
Enterprises project for aiding private sector rural production. 


Domestic Constraints: Kenya has few natural resources aside from 
land, people and wildJife, and few mineral deposits other than soda 
ash, gemstones, limestone and fluorspar. Its population growth rate 
of 3.8 percent, a function of sharply declining death rates and high 
fertility rates, represents Kenya's most serious handicap. Its 1983 
population of 18.8 million will double by the end of the century at 
the current growth rate. While land is ostensibly plentiful in 
relation to existing population, less than 20 percent is good to 
medium agricultural land with the remainder classified as arid or 
semi-arid. Hence, twenty percent of Kenya's arable farmland must 
sustain 75 percent of Kenya's population. 


Agriculture and Manufacturing: Agricultural production is still the 
backbone of the economy, accounting for approximately 37 percent of 
GDP. In the first decade after independence, farm production grew 
at an average annual rate of 6 percent. After 1979, however, 
agricultural production grew at only 2.4 percent, with food 
production expanding at only 1 percent, indicating a sharply 
declining per capita rate of food production. Since 1979, food 
production has oscillated from record surpluses to record deficits 
and back again to surplus. In these poor crop years, donor 
assistance and commercial sales filled the gap with annual food 
grain imports approaching half a million tons. Improved government 
prices to producers turned the situation around again in 1982. That 
year agricultural production grew by 4.5 percent at constant 

prices. Corn production, the staple crop for the Kenyan diet, 
expanded nearly 20 percent because of favorable weather and price 
increases. For the 83/84 crop year, corn production is estimated to 
be 1.9 million tons. Beans, sorghum, millets, and wheat were also 
very responsive to new prices in 1982. 


Smallholder production constitutes the majority of agricultural 
activity. More than half of all holdings are under one hectare with 
three quarters of all holdings smaller than two hectares. With the 
exception of wheat where Kenya is unlikely to become self-sufficient 
in any case, smallholder production represents the best area for 
increased productivity and employment. Livestock, potentially a 
growing export industry, has shown a slight but steady decline due 
to inadequate prices and infrastructure. 


Kenya remains the most industrialized country in East Africa. In 
the past, manufacturing demonstrated an impressive rate of growth, 
double the rate of the economy as a whole, although as a sector it 
constituted only 13.3 percent of GDP in 1982. Growth in the 
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manufacturing sector has been curtailed as a result of foreign 
exchange shortages which have limited raw material imports. In the 
new Five Year Plan, Kenya is expected to give greater emphasis to 
export-oriented manufacturing activity. 


Energy: Kenya has moved ahead in diversifying its energy sources by 
shifting much of its electricity production to hydroelectric and 
geothermal power plants. At the same time, wood fuel and charcoal 
consumption now greatly exceed the rate at which replanting and 
natural regeneration can restore Kenya's forests. In rural areas 
wood and charcoal account for 90 percent of all energy consumed. 

The present rate of fuel-wood consumption is 43 percent greater than 
sustainable forest yields. 


The quantity of imported petroleum for transportation, agriculture 
and industry has been an issue between suppliers, consumers, and 
those who allocate foreign exchange in the government. Although the 
Kenya Petroleum Refineries Company in Mombasa provides needed 
foreign exchange (nearly $227 million annually in exports of refined 
products and residuals), the volume of petroleum exports declined by 
25 percent between 1978 and 1982. Domestic petroleum prices have 
increased by 77 percent since February 1981. As a result, energy 
consumption decreased by more than 11 percent between 1980 and 

1982. While automobile gas consumption could be cut further through 
conservation, consumption of other products such as diesel cannot be 
substantially reduced without inhibiting economic productivity. 
Early 1983 witnessed the inauguration of power alcohol production 
("gasohol") which is presently blended with gasoline to supply 
premium auto gas for the Nairobi market. 


In 1982, approximately 32 percent of imported crude was resold as 
residuals at distressed prices. This ratio decreased from 50 
percent in previous years due to increased imports of refined 
petroleum products in 1982. USAID financed a study of modification 
options to the refinery in Mombasa which may lead to the 
construction of a cracker unit to increase the value of imported 
crude for Kenya. The World Bank indicated its willingness to 
finance actual modification of the refinery, following an appraisal 
of the USAID studies. 


Cities Services, Marathon of Ohio, and Union Oil Company drilled 
offshore wells in 1981/82 with inconclusive results and will 
possibly return in 1985 for further exploration. Other oil firms, 
including American companies, are negotiating for exploration plots 
in Northeastern province. The industry as a whole is not optimistic 
about discovering significant petroleum deposits in Kenya. 





IMPLICATIONS FOR THE UNITED STATES 


The United States has a deep interest in the success of the Kenyan 
economy. For that reason, USAID levels will continue to grow as 
they have significantly over the past three years. However, an 
emphasis will be directed increasingly towards strengthening the 
private sector. The Kenya government has pledged to redirect a 
larger share of the economy toward the private sector through the 
liberalization of import and export procedures and the reduction of 
involvement in parastatal enterprises. 


The economy is steadily recovering from the after effects of the 
abortive August 1, 1982 coup d'etat. The continued recession 
continues to depress business activity. Long delays (3-12 months) 
and frequent rejections of import license applications are beginning 
to improve, partly as a result of better management in the Central 
Bank, but also due to some easing of the tight foreign exchange 
situation that prevailed in late 82 and early 83. 


Kenya's economic recovery will largely depend on the successful 
implementation of major structural reforms. Other variables include 
sustained growth in the global economy, continued donor support, a 
healthy performance in the key agricultural sector, and a favorable 
political environment. Progress in these areas should restore the 
economy to the levels of growth that it has had in the past. 


In this evolving situation, American firms can still find attractive 
investment and sales opportunities in Kenya. But considerable 
effort and patience will be required. Prospective investors from 
the United States that stand to gain are those that would shift 
value-added production into Kenya with an emphasis on exports. 
Investments in agricultural based manufacturing and tourism are most 
attractive, with sales of agro-chemicals, agricultural machinery, 
water resource and irrigation equipment, renewable energy 
technology, and food processing machinery also promising. 
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